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Renewable Fuel Incentives: F

L Background

This paper utilizes a daily snapshot tool known as an Estimated Margin Indicator (“EMI”} to
ascertain fuel margins for two large fuel retailers. This method starts with the retail price for
a given fuel that is comparable to nearby small retailers. The costs and profits to both the
large and the small fuel retailers are embedded in this retail price. The EMI then caiculates
the additional margin realized by large retailers as a result of the renewable identification
number (“RIN”} market. This paper focuses on Pilot/Flying J and Loves because of the
considerable amount of information they make public, especially in relation to the over 1,050
stores nationwide. As a consultant with vast experience in the petroleum and renewables
industries, | believe the EMI model—and the specific conclusions herein—to be generally
applicable to other entities which have similar operations.

By way of background, Pilot/Flying J is one of the largest North American retail distribution
companies that started operations in 1958. The first full-service facility opened in Ogden,
Utah, in 1979. The Conoco/Flying ) joint venture in 1991 was a catalyst that led the
transformation of the company into its current market brand. At the time of this paper, the
company operates 710 facilities.

The other entity examined, Loves, is a Musket held company, which is a large retailer of
petroleum products. Loves operates in a similar manner to Pilot/Flying J. They also publish
daily fuel prices for all locations. Because of the Musket relationship, Loves is also a blender
of renewables in the marketplace. At the time of this paper, they operate 351 of their own
branded stations.

Both entities’ data were input into the EMI model with data from various other inputs.
Specifically, data were taken from the Chicago Board of Trade (“CBOT”), the New York
Mercantile Exchange (“NYMEX”), the Department of Transportation (“DOT"), the Energy
information Agency (“EIA”), the Environmental Protection Agency (“EPA”), the lowa State
University Ethanol and Biodiesel Profit Tools, the internal Revenue Service (“IRS”), the Oil and
Petroleum Information Service {“OPIS”), and various state tax and revenue agenices.

The EMI, as shown in Appendix One, graphically detailed in Appendix Two, and explained step-
by-step in Appendix Three, demonstrates that Pilot/Flying J and Love’s margins exceed the
National Association of Convenience Stores (“NACS”) average of $.189 cents by nearly double.
This is because these companies enjoy a strong financial advantage over companies that
distribute and sell petroleum fuels. The ultimate effect could be selective losses in market
share for smaller, less sophisticated market participants. Small retailers are placed at a serious
competitive disadvantage because they do not have access to the excess margins enjoyed by
Pilot/Flying J, Loves, and other large fuel retailers.












Appendix One — EMI Model Results
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AL |Pilot . Travel Cente #75 Satsuma 0.6560

$
AL [Piot Travel Center 76 Tuscaloosa $ 04613
AL [Pilot Travel Center #4555 Cottondale 3 0.3903
AL |Pilot Travel Center 7302 Theodore $ 0.5960
AL [Pilot Travel Center #369 Birmingham $ 0.5715
Al [Pilot Travel Center 441 Priceville $ 03313
AL {Pilot Travel Center #497 Lincoln $ 0.5915
AL [Flving ] #601 McCalla $ 04815
AL |Flving J #602 Birmingham $ 0.5715
Al |Flving ] #1603 Dothan S 05205
AL |Flying J #604 Hope Hull $ 06115
AL [Pilot Travel Center #1549 Lincoln $ 0.53205
AL  [Pilot Travel Center #1550 Good Hope $ 0.5115
AR [Pilot Travel Center )18 Benton $ 0.5380
AR __[Pilot Travel Center #145 Springdale $ 0.5133
AR [Pilot Travel Center #332 North Little Rock $ 0 5580
AR [Pilot Travel Center #429 West Memphis $ 0.5825
AR [pilot Travel Center 5430 Russellville $ (5423
AR |Pilot Travel Center #492 Caddo Valley 3 0.4625
AR |Flving J #6035 Russellville $ 0.5425
AR |Flying J #606 Texarkana $ 0.5180
AR [Fling J #607 West Memphis $ 0.3823
AZ [pilot Travel Center #180 Beliemont $ 0.7885
AZ  [Pilot Travel Center #2114 Lake Havasu City $ 0.8995
AZ |Pilot Travel Center #279 Rio Rico $ 0.7040
AZ  |Pilot Travel Center #328 Quartzsite S 09240
AZ |Pilot Travel Center #458 Eloy $ 0.6995
AZ  [Pilot Travel Center 459 Avondale S 0.5395
AZ  |Flying J uUs #505 Yuma $ 0.6895
AZ |Pdot Travel Center 2393 Tucson $ 0.6640
AZ |Flying J #608 Ehrenberg $ 1.0240
AZ  |Fiving J #6019 Eloy $ 06993
AZ Flving J #610 Kingman $ 0.7995
AZ [Flving K #611 Phoenis $ 0.5393
AZ {Flying J #612 Winslow 3 0.8995
CA  |Pilot Travel Center #137 Weed $ 12578
CA |Pilot Travel Center #154 Lost Hills $ 1.0094
CA  [Pilot Travel Center 7168 Dunmgan S 09378
CA |Pilot Travel Center #200 Boron $ 11094
CA  [Pilot Travel Center #237 Salinas $ 1 0694
CA  [Pilot Travel Center #282 Barstow 3 0.9894
CA __{Pilot Travel Center #307 North Palm Springs $ 1.0694
CA |Pilot Travel Center #343 San Diego $ 1.1609
CA  |Pilot Travel Center #3685 Madera S 1.0094






